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Abstract:
This study explores the impact of oil sector on global competitiveness of the GCC states in a panel data
framework for the period from 2006 to 2014. The focus is placed on how the non-traditional factors; oil rents,
fuel exports as percentage of merchandise exports, oil prices, and mining sector production impact on the global
competitiveness of the GCC nations.
The study uses panel data techniques to measure the effect of the oil sector’s impact on of global
competitiveness of the GCC countries. The results of the regression show that the relation between rent and GCI
found to be negative and highly significant whereas the oil prices and contribution of the mining sector in GDP
found to have positive relation with GCI at 90% significance level. Finally, fuel exports as percentage of the
merchandize exports has insignificant relation with GCI.
.
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JEL Classification: E31, E37, F11, F14, F43, F62, O47, O53.
1. INTRODUCTION
The Cooperation Council for the Arab States of the Gulf, commonly referred to as Gulf Cooperation
Council (GCC), is considered to be among the most influential economic and political partnerships in the world
(Colombo et al., 2014). It is a regional partnership that was set up to enhance integration, interconnection, and
coordination among the member states. Members of the GCC include Kuwait, Bahrain, Qatar, Oman, United
Arabs Emirates, and Saudi Arabia (Puig & Al-Khodiry, 2012). GCC member states depend on oil resources to
grow their economies and compete with other nations around the world. The oil boom that was witnessed
between the year 2002 and 2008 generated a lot of revenue for all the six members. It is estimated that the
average annual revenue was about $327 billion between the year 2002 and 2007 (Puig & Al-Khodiry, 2012).
According to (Difiglio, 2014), the oil revenue has also been very instrumental in enhancing the competitiveness
of the nations and promoting economic growth in the region. Oil revenue has positively impacted on various
macro and micro-economic indicators such as investments and growth in the region. (Dargay & Gately, 2010),
however, noted that there are other pertinent indicators like structure of the economy, labor market and the
governance have remained less positive in the Gulf region.
In the last decade, GCC nations have strived to come up with measures and policies meant to ensure that they
use their natural resources to remain competitive in the regional and global arenas (Alfaki & Ahmed, 2013).
These efforts have resulted in the diversification of the economies and the dependency on oil as their major
traded commodity. Other nations in the region have gone ahead to increase the public spending in other aspects
of the economy in order to distributed the oil windfalls and ensure future sustainability (Davidson, 2009). Most
of the GCC nations have also adopted conservative monetary policies as way of responding to global and local
economic changes so that they can remain competitive in the global markets. Although these efforts have been
very instrumental in the performance of the region in the global economy, (Hvidt, 2011) noted that all the GCC
states still rely heavily on the oil resources to achieve economic growth. The recent global financial crisis has

also demonstrated that the GCC members cannot entirely rely on the high oil process for economic growth
(IMF, 2012). Therefore, coming up with a merit-based competitive economic structures remain a key issue of
focus for most of these nations. This needs a consistent and strong commitment towards economic reforms that
can ensure that competitiveness is improved in all the member states irrespective of the current political or
economic conditions (Rasmussen & Roitman, 2011). Such reforms begin with the understanding of the current
competitive state of each of the member states. Based on the information on the level of competitiveness, the
nations can come up with the measures for economic improvement and initiatives that will enhance performance
in the global market.
The present study focuses on the impact of oil sector on the global competitiveness of the GCC countries. The
issue of global competitiveness has not only been a concern for researchers but also the individual GCC nations
in the last couple of years. The recent move by the GCC member states to make economic diversification an
important area of focus is in itself an indication of the realization of the fact that oil resources impact on the
competitiveness of the region (Hvidt, 2011). A review of the official statement of GCC by (Álvarez, Marín, &
Maldonado, 2009) revealed that the actual investments and plans that the member states are focusing on are
geared towards ensuring that the nations do not rely entirely on oil. These recent developments seem to be
motivated by the realization that oil has a very significant influence on the performance of the individual
member states.
There are several reasons to explore and study the impact of oil on the global competitiveness of the Arab
countries that belong to the GCC. The first reason noted by (Kubursi, 1987), “were oil supplies everlasting and
the demand for oil strong and continuous, economic diversification would be pointless. The governments of the
region would instead need only to ensure the distribution of oil revenues among the population.” (p. 1). In the
real world, the oil resources that the GCC nations rely on for economic growth are not infinite. Moreover,
previous events have shown that the prices of oil and the demand keep changing from time to time (Hvidt,
2011). By evaluating the impact of oil on the global competitiveness of the GCC states, a clear picture of what is
likely to occur when there is a reduction in the oil resources and prices can be painted. The second reason that
has made it necessary to look at the global competitiveness of the Gulf region is the simple fact that the reliance
on oil revenue crowds out any other economic activity that the countries engage in. As (Seznec & Kirk, 2010)
puts it, “the Gulf states’ drama is that it (oil extraction) is not simply another economic activity added to the
other existing productive sources within a viable and modern economy, as it is with the Netherlands or, for that
matter, Canada, Australia, and the Scandinavian countries. In the Gulf, the oil sector dominates the economy; it
is almost the unique source of wealth” (p. 188). The fact that the income from oil is not finite, and that the Gulf
nations rely on oil resources as the only source of national wealth, makes it necessary to study the impact of oil
on global competitiveness.
The global competitiveness of the Gulf nations has been investigated in previous studies. A review of existing
literature revealed that global competitiveness is influenced by several traditional factors including technology,
national policies, inflation and productivity (Hvidt, 2013). These factors have direct link on a nation’s
competitive position in the global arena. The review also revealed that despite the fact that the scholars have
studied global competitiveness on the basis of factors like technology, national policies, inflation, and
productivity, no study has investigated the impact of oil on the global competitiveness of the GCC nations using
the nontraditional factors; oil rent, oil prices, fuel exports, and mining sector production as explanatory
variables. In this study, the impact of oil sector on the global competitiveness of the GCC countries was done
through Panel Data techniques of annual time-series data over the period 2006-2014.

2.

THEORETICAL FRAMEWORK

As stated earlier, this study is intended to shed more light on the economic status of the GCC nations by looking
at the impact of oil on global competitiveness of the member states. The focus is placed on how the nontraditional factors; oil prices, oil rents, fuel exports as percentage of merchandise exports and mining sector
production impact on the global competitiveness of the GCC nations. GCC is an economic and political
partnership whose economic performance has been a subject of ad hoc and contradictory interpretations by
political scientists, journalists and even economists (Bina & Vo, 2007). At a more popular level, however, GCC
has been associated with better economic performance and improved economic status of the member states in
the global market until lately when oil prices decreased by 35%. In a broader milieu, most literature on the
economic performance of the GCC nations and the influence of oil has remained theoretical and reflective
(Hvidt, 2007).
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Existing theoretical literature on the concept of global competitiveness can be grouped into two different
paradigms. The first paradigm is the common neoclassical economics theory that idealizes the influence of
competition and monopoly (Hvidt, 2007). The second paradigm is the non-standard political approach to the
economy. The second paradigm is significantly influenced by the Marxian, Classical and Schumpeterian theory
(Hvidt, 2007). Based on the trends seen in the existing literature on competitiveness and oil, it is apparent that
the economic status of the GCC member’s states cannot be reliably used to understand the actual impact of oil
on global competitiveness. This is because the economic contribution of oil to the performance of a country in
the global market is influenced by a wide array of factors.

3. LITERATURE REVIEW
The purpose of this study is to investigate the impact of oil sector on the global competitiveness of GCC
countries. This topic is a very significant area for study for two main reasons. First, all GCC nations rely entirely
on oil resources to achieve economic growth and remain competitive in the global market. Oil revenue is the
backbone of these countries and any changes in oil availability and prices can affect the economic performance
of the nation’s. Secondly, the impact of oil sector on the global competitiveness of the GCC countries is an
important area of focus because the oil resources that the GCC nations rely on for economic growth are not
infinite. Previous events have shown that the prices of oil and the demand keep changing from time to time.
Thus, it is important to understand how these changes can affect the global competitiveness of the GCC member
states.

3.1. Global Competitiveness
Global competitiveness is a concept that has been widely discussed in academic cycles. This is because it allows
for several analysis levels when evaluating economic performance of nations. Although its application began at
the firm level, it has also been applied to study and evaluate economic performance on the national, regional and
global markets (Hvidt, 2013); (Fagerberg, 1996); (Roessner, Porter, Newman, & Cauffiel, 1996). (Silke, 2011)
describes global competitiveness to be the “ability of countries to provide high levels of prosperity to their
citizens” (p. 183). Measuring the global competitiveness entails quantifying the impact of various key factors
that contribute to the creation of conditions for competitiveness. Particular focus is usually placed on the
macroeconomic factors, the state of the nation’s technology, the quail of the institutions and the supporting
infrastructure. According to (Helleiner, 2008), global competitiveness also measures the policies and factors that
contribute to sustainable economic prosperity. It is also worth noting that it is significantly influenced by the
way in which a nation uses the resources that it has (Hertog, 2011). A more tractable definition is given by
(Álvarez et al., 2009) where global competitiveness is described as the ability of a country to compete in global
trade by exporting its products. In this aspect, the competitiveness is considered in relations to the productivity
and the growth of the nation.
The study of global competitive has attracted profound interests in the recent past. This is because it gives
researchers the opportunity to understand contemporary issues that are related to superior economic
performance in the global and regional markets (Hertog, 2011). In most of the studies, the states are said to be
globally competitive if it is able to simultaneously implement its strategies and policies to achieve better
performance in the global market. Successful implementation of the said strategies will move the country from
one performance level to another level of superior performance. This allows that particular nation to outperform
its peers both at the local and the regional levels. (Colton, 2011) remarked that in the last two decades, the
concept of global competitiveness has come out as a new paradigm in economic performance studies. It is being
used to capture the awareness of the limitations and challenges that are caused by competition that occurs at the
global level. It also allows for the evaluation of the institutions, factors, and policies that significantly influence
a nation’s productivity levels. The global competitiveness of Gulf nations has been heavily linked with the
availability of oil resources in the region (Baker & Wiseman, 2009). The GCC nations, for instant, came
together to create a development plan that could allow them to became a productive and competitive (Colton,
2011). At the center of this plan are the oil resources that are available in each of the member countries.
The crude oil is not only important for GCC as natural resources but also as a mining industry that contributes in
the GDP. The GCC oil sector is usually divided into three major sub sectors. These are the upstream subsector,
the midstream subsector and the downstream subsector (Jiyad & Mousa, 2011). The upstream sector
encompasses the exploration and production process. The midstream sector, on the other hand, includes the
activities that take placed after the initial production phase up to the point of sale (Kasriel & Wood, 2013). It
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comprises of the processing, transportation, and marketing of the crude oil and neutral gas. The downstream
processes take place from the point of sale. They include the processes that are associated with the refining of
the crude oil, purification of the natural gas, and the processing of crude oil. The subsector also encompasses
the activities that associated with the marketing of the various products that are derived from natural gas and
crude oil. Some of the products that come out of the midstream sector include jet fuel, kerosene, heating oil,
diesel oil, waxes, fuel oil, asphalt, and liquefied petroleum gas (Kasriel & Wood, 2013).
Oil is a resource that is not only important to the Gulf region but also to the world as a whole. Ref notes that in
the year 2010, the world consumed a total of 30 billion barrels of oil with a huge portion being taken by the
developed nations (Miller & Sorrell, 2014). The Gulf region produced about 30 percent of the world’s total oil
resources. In the year 2010, the members of the GCC produced over 25.2 million barrels every single day. This
is in addition to the 44. 6 billion cubic-feet of the world’s natural gas every single day (Miller & Sorrell, 2014).
With International Energy Agency (IEA, 2012) projections indicating that the consumption of energy is likely to
increase by about 50 percent by the year 2030, the GCC nations will play a very critical role in the overall
global economy.
The expansion of oil industry continues to be rapid because of the rapidly growing need for power and energy in
each of the GCC member states (Miller & Sorrell, 2014). As the region strives to meet the rising energy
demand at the local, regional and global levels, it is also expected that the revenue that is earned from oil
resources will go up. Despite this being the case, (Alfaki & Ahmed, 2013) noted that the Gulf region still faces
various oil related challenges that are affecting growth and performance in the global market. More particularly,
most of the nations are facing the challenge of infrastructure deficit, slow uptake of technology, insufficient
innovation capabilities, and over reliance on a single source of revenue (Alfaki & Ahmed, 2013). The challenges
are likely to continue impacting negatively on the performance of the member states in the regional and global
markets.
Several factors are known to affect the global competitiveness of oil producing nations, GCC members included.
Technology is widely considered as an important factor that determines a nation’s competitiveness in the global
perspective. According to (Dahlman, 2013), a nation’s ability to improve its technological and economic
capabilities will significantly influence its performance in the world market. Thus, the integration of technology
in the oil sector in the Gulf nations has been used as a comparative notion of competitiveness and performance
in the international markets (Álvarez et al., 2009). The global competitiveness of GCC nations is therefore
influenced by their technological capabilities, that is, their ability to absorb, adapt and effectively use
technology in their oil related activities. The other factor that influences global competitiveness, according to
(Álvarez et al., 2009), is the relative inflation rates. In nations where the relative inflation is low, there are
higher chances that global competitiveness will be improved over time. Productivity, which is the measure of
the total output per input, has also been identified to impact on the overall competitiveness of a nation in the
global perspective and the Standard of living in a country (Wysokińska, 2003). GCC member states like Saudi
Arabia, Oman, and United Arabs Emirates have adopted technology as a way of increasing labor productivity.
Compared to other Gulf region nations that are yet to do the same, these states have managed to improve their
competitiveness in the global market and improve the overall Standard of living of the citizens (Wysokińska,
2003). Other factors that also impact on global competitiveness include tax rates, the cost of business, and
national institutions (Álvarez et al., 2009).

3.2. Previous Studies on Global Competitiveness
Due to the importance of global competitiveness in the understanding of contemporary economic and
development issues, various researchers have carried out studies on the relationship of the concept with the
factors that influence it. (Alfaki & Ahmed, 2013) carried out a study to evaluate the relationship between global
competitiveness and technological readiness in the Gulf region by focusing on the United Arabs Emirates. In the
study, the researchers critically evaluated and examined the impact that information and communication
technology (ICT), and education were having on the nation’s technological readiness and global
competitiveness. To achieve the objectives of the study, (Alfaki & Ahmed, 2013) used a comparative and
situational analysis approach to describe the United Arabs Emirates global competitiveness. They worked to
highlight the nation’s strengths, weakness, and opportunities using discussion data from various international
sources. Finally, they matched the nation’s worldwide performance against that of the other GCC member states
and the major Asian nations that were undergoing economic transformation.
Based on the data collected, (Alfaki & Ahmed, 2013) found out that the United Arabs Emirates had made great
progress in terms of its Global Competitiveness Index (GCI) ranking between 2007 and 2013. Improvements
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had also been made in the quality of infrastructure and the overall macroeconomic environment. The researchers
went ahead to state that the nation had effectively used ICT and education to increase their level of productivity
and this contributed to its impressive competitiveness in the global market. However, UAE was still lagging
behind most of the other developed economies around the world with respect to technological readiness. This
had proved to be a very big barrier to the adoption and use of technology to improve economic performance.
Overall, the situational and comparative analysis that the researchers did showed that there was a very strong
relationship between technology and global competitiveness.
In another study by (Wysokińska, 2003), the concept of global competitiveness was evaluated by looking at the
relationship that it had with productivity levels and sustainable development. The study was conducted by
analyzing the labor productivity index in CEE and the European Union countries. The researchers relied on
labor productivity data collected between 1996 and 1998 to measure performance. They also adopted a systemic
review approach to evaluating how productivity, sustainable development, and competitiveness were related.
This was done by identifying various primary and secondary sources on the concept of global competitiveness.
A comparison was also made for the three years period that the researchers considered in the study.
(Wysokińska, 2003) found out that productivity leads to improved competitiveness in the global and local
markets. In nations where productivity levels are high, expansion plans for various projects are effectively
implemented. This is because high levels of productivity provide funds for the various expansions plans that
were being executed. In addition, the researchers stated that high productivity levels benefited locals by ensuring
that they have access to cheaper products in the market. The other short term impact of productivity was
determined to be the availability of employee opportunities in the country. Based on the findings, Wysokińska
concluded that higher productivity leads to improved global competitiveness. However, in the long run, it may
affect the natural resource availability in the country and again negate the improvements that have been made in
terms of global competitiveness. These findings are relevant to this study because they show how global
competitiveness can be used to evaluated micro and macroeconomic issues and overall economic performance
of a nation.
(Taner, Oncü, & Çivi, 2010) also evaluated the performance of GCC nations on the basis of international
competitiveness. The study was done systematically by reviewing data collected from primary and secondary
sources on key measures of international competitiveness. Some of the measures that the researchers evaluated
and analyzed were trade balances, economic status of the country, and the existing institutional structures. From
the review, Taner et al., concluded that the concept of global competitiveness was very complex because of the
wide array of indicators and factors that influence it. The researcher went ahead to conclude that Gulf nations
that are not economically well-developed are associated with high positive trade balances, pointing to the fact
that global competitiveness is influenced trade balances and economic performance of a nation.
One of the differences between previous studies that have been conducted on the concept of technology and the
current study is the choice of variables. In most of the existing literature, the concept of global competitiveness
has been evaluated by looking at how it is influenced by specific economic parameters such as productivity
levels (Wysokińska, 2003), trade balances, national economic performance (Taner et al., 2010) and
technological readiness (Alfaki & Ahmed, 2013). Although these parameters and variables have been
effectively used to examine the factors that influence global competitiveness, they have not captured the impact
that natural resource, which is a very important element in the evaluation of a nation’s economic status,
influence global competitiveness. In addition, these studies have evaluated the impact of factors like
productivity levels, trade balances, national economic performance, and technological readiness from a
unidirectional perspective. This is because they do not look at the other contributory factors that may also
influence global competitiveness as the selected parameters are being evaluated.
In the present study, this limitation was addressed by studying the impact of oil on the global competitiveness of
the GCC using four non- traditional parameters. This contributed to the understanding of the concept from a
multidirectional perspective. Currently, no study has been conducted to evaluate the impact of oil on the global
competitiveness of the GCC member states by means of the four exogenous variables that were used in this
study. Therefore, the use of oil rents, fuel exports as percentage of merchandise exports and mining sector
production as percentage of total production as the main explanatory variables is a very significant move
towards the understanding of global competitiveness in the Gulf region.

4. DATA AND METHODOLOGY
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As discussed earlier in the literature review section, this study is intended to shed more light on the economic
status of the GCC nations by looking at the oil sector’s impact on of global competitiveness of the member
states. The focus is placed on how the non-traditional factors; oil rents, fuel exports as percentage of
merchandise exports, and mining sector production impact on the global competitiveness of the GCC nations.

4.1. Description of Data and Sources
In conformity with the availability of the necessary data and an accepted number of observations, this study
analyzes the issue of the oil sector’s impact on the global competitiveness of the GCC countries using annual
time-series data over the period 2006-2014. The data comprise:







Global Competitiveness Index (GCI), which presents a framework and a corresponding set of
indicators in three principal policy domains (pillars) and twelve sub-domains (sub-pillars) for 140
countries. This variable was collected from the GCI Historical Dataset from 2006-2014, World
Economic Forum (WEF).
Oil Prices (OP) Arabic 31.This variable was collected from the Organization of the Petroleum
Exporting Countries database (OPEC).
Fuel Exports (FX) is measured as percentage of merchandise exports. This variable was collected from
World Development Indicators database.
Mining Sector Production (MS) is measured as percentage of GDP. This variable was collected from
World Development Indicators database.
Oil Rents (Rent) which is the difference between the value of crude oil production at world prices and
total costs of production. It is measured as percentage of Gross Domestic Product (GDP). This variable
was collected from World Development Indicators database.

4.2 Methodology
The study uses panel data techniques to measure the effect of the oil sector’s impact on of global
competitiveness of GCC countries. Firstly, unit root tests will be used to confirm formally whether the variables
are stationary or not. The general structure used by most panel unit root testing procedures is:
𝜌𝑖

∆ 𝑦𝑖𝑡 = 𝜌𝑖 𝑦𝑖,𝑡−1 + ∑ ∅𝑖 , 𝑗 ∆𝑦𝑖,𝑡−1 + 𝛼𝑖 𝑋𝑖𝑡 + 𝜀𝑖𝑡
𝑗=1

where i = 1,…N for each country; t = 1,…T is the time period; 𝑋𝑖𝑡 is the symbol for the combination of all the
explanatory variables in the model (fixed effects or time trend also included); 𝜌𝑖 represents the autoregressive
coefficients and finally 𝜀𝑖𝑡 is the error term. The test's null hypothesis is that each series in the panel dataset
contains a unit root while alternatively, at least one of the individual series in the panel is stationary (no unit
root).
A number of unit root tests were considered but most test for a common root among the series. The chosen test
was the one proposed by Harris and Tzavalis (1999). This test has a null of unit root versus an alternative with a
single stationary value. It is designed to be applied to data sets which are relatively short in time in order to
provide relatively exact corrections for small values. The test, as implemented, uses 𝑦𝑖𝑡 rather than ∆ 𝑦𝑖𝑡 as the
dependent variable, which means that the test is for 𝜌 = 1 rather than 𝜌 = 0. If the results of the test show that
the series are stationary, then the analysis will proceed with the random and fixed effects estimation. Otherwise,
panel cointegration test will be followed.
Panel data have both a cross-sectional and a time series dimension, which can be regressed to analyze the
differences between individuals and changes within individuals over time. The generic panel data model is
expressed as follows:
𝑦𝑖𝑡 = 𝑋 ′ 𝑖𝑡 𝛽 + 𝛼𝑖 + 𝜀𝑖𝑡 , i = 1; 2; …; N; t = 1; 2; …; T
where i denotes individuals, t denotes the dimension of the time series, 𝑋′𝑖𝑡 is a 1×k vector of observations of
the explanatory variables, β is a k×1 vector of coefficients, 𝛼𝑖 is an individual effect which cannot be observed
directly and is difficult quantify and 𝜀𝑖𝑡 is the error term. Finally, to choose between the random and fixed
effects models, Hausman test will be applied.
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5. EMPIRICAL RESULTS
As discussed in the Data and Methodology section the univariate characteristics of all the variables are tested
with the unit root test propose d by Harris and Tzavalis (1999). The null hypothesis of the test is that each series
in the panel dataset contains a unit root while alternatively, at least one of the individual series in the panel is
stationary (no unit root). The findings indicate that all the series are stationary in their level.
Hence, given the unit root test results, the exercise does not need to proceeds by testing for the existence of
cointegration. Furthermore, table (1) presents the descriptive statistics of the used variables.

Variable
GCI
Rent
FX
OP
MS

Obs
54
54
54
54
54

Table 1
Descriptive statistics
Mean
Std. Dev.
4.7468
.2773559
34.57492
13.45685
.813513
.1357762
81.68222
12.64616
.4401093
.1225294

Min
4.3222
14.6344
.39866
58.75
.1986

Max
5.3818
59.6061
.9649
100
.6537

To use the appropriate panel data model we start by conducting Hausman test. Null hypothesis is that the
preferred model is random effects vs. the alternative that the fixed effect is preferred. The result of the test
support using random effect model since the null hypothesis cannot be rejected.

Also Breusch-Pagan Lagrange multiplier (LM) test has been conducted to decide between a random effects
regression and a simple OLS model. Results of the test show that Chi square is 59.37 (p value is 0.00) so we
reject null hypothesis and conclude that random effects model is more appropriate.
Table (2) shows the Panel estimation using fixed and random effects methods.
Table 2
Panel estimation using fixed and random effects methods
Dependent variable: GCI
Fixed effects model
Random effects model
-.0300396***
-.0271406 ***
(.0076767)
(.0068666)

Variables
Rent
FX

.3847025
(.3405886)

.4250033
(.3188418)

OP

.0052915*
(.0027962)

.0045854 *
(.0024206)

MS

1.618581
(1.132222)

1.72961*
(.9083506)

Wald test

24.89
(0.0000)

Number of observations
Number of countries
Hausman test
Adjusted R2

54
6

54
6
1.72
(0.7874)

0.1141
0.1428
Notes: the figures in brackets denote the standard error of the coefficients.
* Denotes 10% level of significance.
** Denotes 5% level of significance.
*** Denotes 1% level of significance.
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6. DISCUSSION AND CONCLUSION:
The purpose of this paper is to investigate the impact of oil sector on the global competitiveness in a panel data
framework including all the GCC countries for the period from 2006 to 2014.
The results of the Harris and Tzavalis (1999) reveal that the exercise does not need to proceeds by testing for the
existence of cointegration. The results of the regressions show that the relation between rent and GCI found to
be negative and highly significant whereas the oil prices and contribution of the mining sector in GDP found to
have positive relation with GCI at 90% significance level. Finally, fuel exports as percentage of the merchandize
exports has insignificant relation with GCI.
As oil rents increase as a percentage of GDP, this indicates more dependence on oil rents to generate more
GDP. However this reduces the competitiveness of the other sectors in the economy resulting in lower country
competitiveness. This is considered as indirect effect.
On the other hand, there is a direct effect, since these countries mainly depend on oil sector to generate their
competitiveness, higher oil prices and higher contribution of mining sector in GDP raises its competitiveness.
When these countries attempt to diversify their economies they start losing their comparative advantage and
hence their competitiveness diminishes. This means that these economies are exposed to the risk of the
variability of oil market conditions, which is considered as a challenging threat to their economies.
To avoid the above discussed threat faced by GCC countries, we suggest to invest foreign currency that flowing
into these economies due to non-renewable resources export in large investments, such as heavy industry and
petrochemicals, coupled with private investment in order to play the key role as “economic growth engine”, and
move the economy to more productive stage.
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